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A. 

Q. 
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Q. 

A. 

Q. 

A. 

Please state your name and business address, 

My name is Steven Walter. Chicago Department of Environment, 30 North 

LaSalle, Suite 2500, Chicago, Illinois, 60602. 

What are your title and duties? 

I am the Deputy Commissioner for Energy Management with the City of Chicago 

("City") Department of Environment. My duties include oversight of the 

Commonwealth Edison Franchise and recent Settlement Agreement, assuring 

that Commonwealth Edison ("CornEd) provides reliable service to all residents 

within the City. I am also responsible for providing energy advice to the City, the 

Chicago Transit Authority, the Chicago Park District, the City Colleges of 

Chicago, the Public Buildings Commission, and the Chicago Public School 

system. In this capacity, I was a part of the team that negotiated an 8-year deal 

with Enron Energy Services for roughly 250 MW of power, one of the largest 

power purchases in Illinois in the new restructured era. 

What is your educational and professional background? 

I hold bachelor degrees in Economics and International Relations, as well as an 

MBA in Finance and a Masters in History. My resume is attached as Attachment 

One. 

What is the purpose of your testimony? 

I am testifying on behalf of the City and its residents about the risks faced by 

ComEd, as they may affect its cost of equity and cost of capital. 
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. I will propose modifications to the return on equity analysis performed by 

ComEd witness Daniel E. Thone, which results in a lower required return 

on equity. 

I will discuss ComEd’s risk structure, and more importantly, how Wall 

Street perceives ComEd riskiness, reviewing arguments made by ComEd 

witness Sam Peltzman. 

I will recommend modifications to the capital structure ComEd has 

proposed, increasing the amount of debt and decreasing the amount of 

equity. 

Finally, I recommend a cost of capital that takes all of these modifications 

and arguments into account. 

Modifications to Return on Equity 

0. 

A. 

Q,  

A. 

Q. 

What return on equity does ComEd witness Thone recommend? 

Mr. Thone recommends a return on equity of 13.25%. 

Do you agree with this recommendation? 

No. I recommend several modifications to the analysis Mr. Thone performed. I 

then use his models to arrive at a recommended return on equity of 11.93%. 

What is the first modification you make to Mr. Thone’s analysis? 
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A. The first modification is to the sample of companies Mr. Thone includes in his 

analysis. Mr. Thone includes eight natural gas utilities and four electric utilities 

in his sample that I do not believe are comparable. The natural gas utilities are 

removed because they are in a different industry, facing market forces and 

regulatory forces that can be quite different from those facing the electric utility 

industry. The four electric utilities removed from the sample all have S&P 

ratings lower than ComEd; thus they have inherently greater risk. These firms I 

have identified are not comparable companies and should be removed. 

Q. What is the second modification you make to Mr. Thone’s analysis? 

A. Mr. Thone uses the Miller Model to “releverage” the discounted cash flow 

(“DCF”) analysis. It is my understanding that the Commission has allowed the 

use of relevered DCF analysis for certain limited purposes in proceedings, but 

has not approved it for determining the cost of equity. I use the unadjusted DCF 

numbers Mr. Thone calculated. 

Q. What is the third modification to Mr. Thone’s analysis you suggest? 

A. Mr. Thone arrives at his overall return on equity number by taking the average of 

three different figures: the discounted cash flow number, the capital asset pricing 

model number, and the Value Line return on equity projections. I exclude the 

Value Line projections in deriving my final figure. Reliance on Value Line might 

be useful in a situation where no investment analysts follow a company and 

there is no other market forecast of earnings growth. However, it is my 

understanding that the Commission does not allow the use of single-source 

earnings projections in cases where many investment analysts provide such 
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projections. The cost of equity process we are going through here is supposed 

to capture the assessment of market attitudes and be influenced by many 

available market participants. The Commission has rightly concluded in the past 

that relying on a single source for determining return on equity is not appropriate 

where there are multiple opinions readily available. 

Q. With these three modifications, what return on equity are you recommending? 

A. Using the same models and calculations made by Mr. Thone, but with the above 

modifications, I arrive at a cost of equity of 11.93%. The analysis accompanies 

this testimony as Attachment Two. 

Q. Are there other modifications that could be made to Mr. Thone's analysis? 

A. There are several more modifications that I saw that could be made, such as a 

different risk-free interest rate in the CAPM analysis and not using the leverage 

advantages in the CAPM analysis as Mr. Thone did. But I am not recommending 

these changes at this time. Also, other parties might have a different sample 

group of utilities to use to arrive at cost of equity calculations. All of these 

modifications might be appropriate, and might be made by other parties. 

Risk Structure Facing ComEd 

Q. Could you summarize ComEd's position concerning the amount of risk it faces in 

the newly restructured electric utility environment? 

A. CornEd has brought in Professor Sam Peltzman of the University of Chicago to 

speak to the risks that are faced by ComEd in the restructured market. He 
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states that there are “general and specific forces that will add risk to the 

distribution business.” (ComEd Ex. 9.0 at 1) The general force cited by 

Professor Peltzman is the so-called “Peltzman effect,” named for the witness 

after he wrote the initial papers on the theory in 1976. This theory posits that 

”more regulation of prices and entry leads to reduced risk for the regulated firm. 

Conversely, less regulation leads to increased risk.” (ComEd Ex. 9.0 at 1) 

Professor Peltzman also cites two interlocking specific forces that increase the 

risk allegedly faced by ComEd. The first is that ComEd continues to be the 

provider of last resort, needing to meet the energy needs of all energy users in 

their service territory. The second is that ComEd no longer has a fuel 

adjustment clause to allow for automatic recovery of generation costs to 

customers who come back to ComEd’s system with little or no notice. 

What is your response to this argument? 

I would make three general points. First, the academic studies that analysed the 

so-called “Peltzman effect” are not monolithic: several academic studies show 

that the “Peltzman effect“ does not exist in all circumstances. Second, what we 

are seeking to determine here is how risky investors perceive the stock to be, 

not academics; that is the rationale of setting the cost of equity in a rate case. 

Third, ComEd’s testimony in this case about the increased risks facing the 

company contradicts all the testimony the company filed in the recent Commerce 

Commission docket concerning the spin off of ComEd’s nuclear generating 

stations (ICC. Dockets No. 00-0369 and 00-0394, consolidated). 

What do you mean that not all academic studies support Professor Peltzman’s 

conjectures? 
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Professor Peltzman makes the statement that, ”[tlhere have been many studies 

since 1976 that have attempted to test this conclusion [the Peltzman buffering 

effect]. Several of these studies have focused on electric utilities. Broadly 

speaking, it does appear that less regulation of electricity increases risk.” 

(CornEd Ex. 9.0 at 2) Professor Peltzman then cites three academic studies. 

The City has requested copies of these studies, but CornEd has provided only 

two of the three studies cited at the time of filing this testimony. 

One of the studies cited by Professor Peltzman, however, clearly shows that 

increased risk does not occur in all cases where regulation decreases. 

Professor Emeka Nwaeze of Rutgers tests three periods of reduced regulation, 

and in one of them, the passage of PURPA, utilities actually faced decreased 

risks. (Nwaeze, Emeka T., “Deregulation of the Electric Power Industry: The 

Earnings, Risk and Return Effects.” 17 JRequlatorV Economics 49, 61 (2000).) 

Interestingly, Professor Nwaeze also states that in the two cases where he found 

that there were risk increases, he also found, “[tlhe negative return effects were 

more pronounced for small utilities compared to large ones, suggesting greater 

vulnerability of small utilities to the adverse consequences of inefficiency in a 

competitive environment.” ComEd is by no means a small utility, so the 

increased risk ComEd is said to be facing may reasonably be called into 

question, especially as to the significance of whatever, if any, increased risk may 

be found. 

I won’t go through the other academic study cited by Professor Peltzman that 

was provided in discovery, since my points here are that academic studies are of 

limited use to us here, especially given that there is not unanimous opinion as to 

the validity of the Peltzman effect. I will cite just one additional academic study 

that Professor Peltzman did not cite in his testimony. That study came to 
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paper was that: 

"The results indicate that regulation seems to influence beta (risk) as 
predicted by the buffering hypothesis, but only during the period from 
October 1976 to December 1981, when fuel prices were rising 
dramatically. The buffering hypothesis does not hold over the period from 
January 1982 to December 1987, when fuel prices declined or over the 
period January 1988 to December 1992 when fuel prices were relatively 
stable." (Davidson, Wallace N., Nande Rangan and Stuart Rosenstein, 
"Regulation and systematic Risk in the Electric Utility Industry: A Test of 
the Buffering Hypothesis," 32 The Financial ReviewVol. 32, No. 1 163- 
184 (1997).) 

My point is not to do a complete literature review. It is sufficient for our purposes 

here to know that there is disagreement in the academy over the so-called 
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Peltzman effect. It might hold, it might not. It might hold true only in certain 

narrowly defined periods, or within narrowly defined constraints. The point in 

this proceeding, however, should be whether these academic studies are having 

any effect at all on the return investors demand. 

Q. What do you mean by the statement "the point in this proceeding should be 

whether these academic studies are having any effect at all on the return 

A. Because ComEd's prices are set through regulation, the level of return included 

in those prices cannot be determined by the market. The Commission must act 

in the place of market forces to match the return within regulated rates to those 

in the prices of comparable firms. As ComEd's witness Daniel Thone stated, 

"The cost of common equity used in calculating a utility's revenue requirement 
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must be consistent with market expectations to ensure that regulation is meeting 

the company’s financial needs.” (CornEd Ex. 8.0 at 4) It is market expectations 

of earnings corresponding to particular levels of risk and to particular industries 

that the Commission is trying to mimic here, not academic studies. The use of 

academic studies to prove that the relevant risk is different from objective market 

evidence reminds me of the old joke about economists: An economist sees some 

process working well and thinks to himself, “well it certainly works in practice, but 

will it work in theory?” 

Q. Have you looked at what the market expectations of risk are for ComEd? 

A. Yes, I have. I performed a simple search on the internet, using Yahoo! Finance, 

and found a summary of equity analysts opinions for Exelon. Yahoo! Finance 

summarized the opinions of 15 equity analysts covering Exelon. Of these 15 

analysts, 12 are telling their clients to buy Exelon stock, and 3 are saying a more 

neutral ”hold” position is warranted. No analysts are telling their clients to sell 

the stock. 

(best stock to buy) to 5 (sell this stock soon), Exelon ranks 1.8. This is better 

than the market as a whole (at 2.18) and even the electric utility industry (at 

2.27). All in all, it is clear that analysts have a very high opinion of Exelon stock 

- ie., that its level of return on investors’ money is quite favorable. 

On the first page of that summary, you see that, on a grade of 1 

If we look even more closely, at selected analyst reports from brokerage houses, 

we see this trend even more pronounced. For instance, Morgan Stanley Dean 

Witter analysts have obviously not read the academic studies Professor 

Peltzman cites, since in their opinion the risks faced by Exelon are (1) potential 

growth through acquisitions, and (2) nuclear operations. (Investment Report on 

Exelon, prepared by James von Riesemann and Kit Konolige, Morgan Stanley 
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Dean Witter, March 7, 2001.) Steven Fleishman at Merrill Lynch states that he 

“[v]iew[s] Exelon as one of the premier growth utilities with top tier positions in 

generation, nuclear, power marketing, and telecoWinfrastructure services.” 

(Investment Reports on Exelon, prepared by Steven I. Fleishman, Merrill Lynch, 

January 31, 2001; March 1, 2001; April 25, 2001; and July 25, 2001.) 

It is clear that investment analysts tend to see Exelon (CornEd’s parent) as a 

very good stock to purchase. It has low risk and high potential. Nowhere do 

analysts state that Exelon could face increased risk because of its distribution 

subsidiaries. In fact, the risk factors cited by stock analysts are the old ones of 

management capabilities and performance of the nuclear fleet. 

Q. You stated earlier that Professor Peltzman cited, in addition, two specific 

interlocking reasons for stating that CornEd faced increased risks. Could you 

elaborate on these? 

A. Yes. Professor Peltzman correctly states that CornEd is the provider of last 

resort under Illinois restructuring. He sets up the situation where a customer of 

another retail energy supplier comes back to CornEd, and CornEd has to provide 

power to her. CornEd is at risk of having to buy power for that customer at high 

prices. ”Because it [CornEd] will have no control over generation, it will now be 

exposed to fluctuations in demand for open access due to supplier behavior that 

is beyond its control, as well as the downstream risks stemming from these 

fluctuations.” (CornEd Ex. 9.0 at 5) 

Professor Peltzman is correct that these price fluctuations might occur. He is 

even correct that CornEd may be exposed to higher risk because of them. 

However, the decision to sell its generating fleet of over 20,000 MW was entirely 

10 
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CornEd's decision. In certain states, notably California, utilities were required to 

divest their generating assets. Illinois did not make such a requirement of its 

utilities. CornEd could still be sitting on its coal, gas, oil, and nuclear fleet of 

generation, insulating its customers from "supplier behavior" as well as 

"downstream risks." Instead, it pocketed over $4 billion for its fossil plants, and 

spun its nuclear fleet off to an Exelon subsidiary that will sell this power at 

market rates. If ComEd faces increased risks because it has "no control over 

generation," it is entirely of CornEd's doing. Ratepayers should not be penalized 

for ComEd's voluntary management decisions - decisions that under Professor 

Peltzman's analysis seem imprudent as to CornEd's statutory service 

responsibility. 

Also, Professor Peltzman cites the lack of a fuel adjustment clause as the 

second specific factor increasing CornEd's risk profile. ComEd retains the 

obligation to serve, he observes, but owns no generation to serve any increase 

in demand. Therefore, it would have to purchase power on the market, and sell 

that power (at least until January 2005) at frozen rates. 

It is true that ComEd does not have a fuel adjustment clause, so cannot pass 

through automatically the increased cost of power. However, once again, the 

decision to get rid of the fuel adjustment clause was entirely ComEd's. I have 

been unable to find any news account where any outside party called on CornEd 

ask the Commission to eliminate its fuel adjustment clause. This perceived 

increase in risk is entirely of CornEd's doing. 

Also to be noted is the fact that under Illinois law, ComEd is allowed to petition 

the Commission for reinstatement of the fuel adjustment clause five years after it 

is eliminated (but no earlier than 1/1/2005). If ComEd has fixed fuel prices until 

1 1  
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12/31/2004, and can reinstate the fuel adjustment clause in 2005, there is no 

risk to ComEd. 

In any case, with regard to both of these specific risk factors Professor Peltzman 

has brought up, they seem to be moot in face of ComEd’s filed tariff Rider ISS. 

Professor Peltzman looks to the example of a non-ComEd customer coming 

back to ComEd for whatever reason. ComEd has to buy power in the open 

market for that customer. Professor Peltzman believes this to be a risk to 

ComEd, since ComEd may not be able to recoup the cost of that power. If 

Professor Peltzman had read Rider ISS, he would have seen that ComEd 

charges customers under this scenario the market price for the power - the price 

that ComEd itself had to pay for the power. There is no risk to ComEd in this 

instance. 

In summary, Professor Peltzman cites two specific factors that allegedly increase 

CornEd’s risk profile that were caused by ComEd’s own actions: selling its 

generation fleet and getting rid of its fuel adjustment clause. CornEd now wants 

to add to ratepayers’ burdens because of the Company’s voluntary actions. If 

Professor Peltzman is correct, and ComEd does face increased risk because of 

these two actions, ComEd shareholders should bear any increased costs caused 

by these actions. Ratepayers should not be further burdened by ComEd’s 

voluntary (and, under Professor Peltzman’s analysis, imprudent) management 

decisions. 

Q. You stated earlier that claims of increased risks to ComEd are at odds with 

statements made by ComEd in an earlier proceeding. Could you please 

elaborate? 

12 
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A. 

COC 1.0 

Yes. In ICC Docket No. 00-0369 and 00-0394, Consolidated, ComEd 

successfully sought Commission approval to transfer ownership of its nuclear 

generating assets to an Exelon subsidiary. Throughout that proceeding, ComEd 

witnesses stated over and over that the sale, and resulting lack of its own 

generation, would have no effect on the riskiness of the Company’s equity and 

would not affect the rate of return. 

Q. Could you provide just a few citations to show this contention? 

A. Yes. Beginning with the Company’s filed Notice of Transfer of Generating 

Assets and Wholesale Marketing Business, at page 3, ComEd states, “the 

Transfer will not negatively affect ComEd’s rate of return on common equity 

(“ROE”), and therefore will have no adverse effect on retail rates. Moreover, the 

Transfer protects the Company’s ROE from many of  the risks associated with 

nuclear plant operation and the advent of retail competition.’’ (Notice at page 3, 

(emphasis provided).) (.$e A m c - t  Th c c e  hereto) 1 

In accompanying testimony, Robert McDonald, a Vice President with then 

named Unicorn, an Exelon predecessor, stated 

“The merger [and spin off of nuclear fleet] will allow Unicorn to separate 
ComEd’s generation function from the transmission and distribution 
operations and to isolate some of the risks inherit [sic] in the generation 
business. It will focus greater management attention on improving the 
operation of the transmission and distribution systems. Finally, the 
reorganization will structure operations to ensure the continued financial 
viability of ComEd. As we have previously explained to the Commission, 
ComEd will emerge from the reorganization stronger, from both 
managerial and financial perspectives.” (ICC Docket No. 00-0369 and 
00-0394, Consolidated, Appendix E to Notice, 

A f - f c c c h  w e ~ f  ?,tree here to. 
1 
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“JTlhe Transfer will not adverselv affect either the cost of debt or the cost 
of eauity. While, as the Commission notes, the Transfer will reduce the 
level of “hard assets” on the Company’s books, it is far more significant 
from a lender’s credit-assessment perspective that the Transfer will 
greatly reduce ComEd’s generation-related default risk. Further, the 
Transfer is not expected to significantly affect ComEd’s required return on 
equity.” (ICC Docket No. 00-0369 and 00-0394, Consolidated, Appendix 
E to Notice, page 17, (emphasis provided).) ) &&blme\ct n t e c t ( h e r A .  

Finally, to sum up, Mr. McDonald states, 

“The rating agencies have indicated that the financial parameters 
considered appropriate for measuring the debt default risk of a vertically 
integrated electric utility company are not necessarily suitable for 
assessing the debt default risk of a wires company. In particular, the 
agencies’ general assessment is that companies electing to focus on 
generation will need higher cash flow coverages and stronger 
capitalization ratios (Le., more equity) to maintain the same debt rating as 
the generation market becomes more competitive. As a result, the 
general view is that transmission and distribution companies are likely to 
experience relatively higher credit ratings for similar levels of debt- 
protection.” (ICC Docket No. 00-0369 and 00-0394, Consolidated, 
Appendix E to Notice, page 18.) (5- R # C L C ~ C ~ +  Tkt-lhefe-fO.). 

As can be seen quite plainly, when it sought to spin off its nuclear fleet, ComEd 

assured the Commission in all its testimony and evidence that the risks to the 

distribution company would decrease. Since it has pocketed its $4.8 billion for 

the fossil plants, and successfully spun off the nuclear fleet to an unregulated 

company, ComEd turns around and claims that its own actions have now 

increased the risks faced by the distribution business. I don’t believe this to be 

the case, and financial analysts don’t believe this to be the case. But, even if it 

were the case, since the increase in risk will have been caused by ComEd’s own 

actions, ratepayers should not be forced to pay for this 

14 
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Modifications to CornEd’s Capital Structure 

COC 1.0 

Q. 

A. 

Q.  

A. 

What is the capital structure that ComEd is seeking to have approved and 

financed in this rate case? 

In the testimony of ComEd witness John E. Ebright, he seeks recovery on a 

capital structure consisting of $6,963,798,000 of long term debt and 

$5,933,786,000 of equity. This results in a debt to equity ratio of 54%/46%. 

Do you have any modifications to suggest to this capital structure? 

Yes, I have one modification to suggest to the Commission. The modification 

concerns the amount of Instrument Finance Charge (“IFC”) debt ComEd carries 

on its books for purposes of this proceeding. IFCs were allowed by the 

legislation restructuring the electric utility industry. IFCs are financial 

instruments backed up by legislatively mandated rates and charges, and thus, 

are seen to be less risky, and lower priced, than most other financial instruments 

ComEd could issue. 

ComEd has reduced the amount of IFC debt outstanding by $313,748,642 for 

debt that will redeemed in 2001. This is a legitimate modification. However, 

ComEd also reduces its outstanding debt by a further $340 million for IFC debt 

that will be redeemed in 2002. This is not a legitimate modification since it is out 

of test year. ComEd does not support this modification in any way, providing 

only the bald statement that i t  is making the modification, but providing no 

rationale. In any case, I can see no rationale for making such a modification 

outside of the test year. 

15 
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Q. What is the result of this modification? 

COC 1.0 

A. This modification increases the amount of debt in the capital structure by $340 

million. 

Q. Are there any other modifications to be made to Mr. Ebright's proposed capital 

structure? 

A. There might be one more modification I will propose to the amount of equity. I 

am working with Mr. Ed Bodmer, a government and consumer witness, to 

determine the correct level of equity to be included in the capital structure. 

Given the amount of financial data to be analyzed, and given the adjustment 

made to equity accounts because of the merger with PECO and the spin off of 

generation assets, this analysis is not yet completed. I reserve the right here to 

make modifications to the capital structure I use to determine the cost of capital. 

Q. With these modifications, what is the capital structure that the Commission 

should use when setting a cost of capital for this rate case? 

A. The capital structure the City is recommending is shown in detail on Attachment 

Fowc +kree to my testimony. This shows a debt to equity ratio of 55%/44%. With this 

capital structure, and the cost of equity I spoke of earlier, the cost of capital that 

the Commission should apply in this rate case i s m %  
9.10 

Q. Does this conclude your testimony? 

A. Yes 

16 



Attachment One to City Ex. 1 .O 

Steven P. Walter 

502 West Briar 
Chicago, IL 60657 

PROFESSIONAL EXPERIENCE 

312-744-8901 (W) 
773-935-9365 (H) 

Deputy Commissioner, Energy Policy. City of Chicago, Department of Environment. 
December 1996 to present. 

Identification and analysis of energy issues facing the City and its residents. Preparation 
of policy recommendations for Mayor's Office and various City agencies. Development 
of various enerpy policies and programs for City and residents. Major achievements: 

Negotiated 400 MW power purchase with ENOn Energy Services, saving City 
and Allied agencies 10 per cent of energycosts. 

- Negotiated nation's largat renewable power purchase (80 MW) with 
Commonwealth Edison and Environmental Resource Truct 

Negotiating team leading to Settlement Agreement with Comrnonwcalth Edison 
Company (% 1.25 billion Franchisc dispute). 

Negotiated IO-year, 50 mcgawatt purchase of power from Calumet Energy Team. 

Directed renewable energy programs. including announcements of deployment of 
over 3 megawarts of solar photovoltaic energy within three years. 

Directed energy efficiency program that has grown client base to over 60 Chicago 
industrial firms. 

Directed energy efficicnc? program for City of Chicago that includes recently 
announced 15 million squarc feet ofcncrgy retrofits. 

Budget Officer. Illinois Department of Commerce and Community Affairs. July 1995 to 
Novem ber 1996. 

Research Economist. Illinois Department of Energy and Natural Resources. January 1991 
to June 1995. 

Rate Analyst. Public Utilities Commission of Ohio. April 1989 to May 1990. 
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Instructor. Department of Communications. The University of Scranton. September 1993 
to May 1995. 

EDUCATION 

Graduatework in Law. The John Marshall School of Law. September 1994 to June 1994. 

Post Graduate work (towards Ph. D.) In Diplomatic and Economic History. The Ohio State 
University. August 1985 to June 1987. 

Master of Business Administration in Finance. The University of Scranton. May 1985 

Master of Arts in History. The University of Scranton. May 1985. 

Bachelor of Arts in Economics. The University of Scranton. May 1983. 

Bachelor of Arts in lnternational Relations. The University of Scranton. May 1983 

SPEECHES AND PUBLICATIONS 
(Partial Listing) 

“Illinois’ Electric Deregulation Legislation.” Presented to the Urban Consortium Enelgy Task 
Forcc Summer Meeting. Corpus Christi, Texas. September 11, 1998. 

“Preparing for Electric Deregulation.” Presented to the National Association of Counties Annual 
Conference. Portland. Oregon. July 19, 1998. 

“Chicago’s Strategy m a Dcrcgulatcd Environmcnt.” Presented to the Urban Consortium Energy 
Task Forcc Summer Meeting. Albuqucrquc. Ncw Mexico. September 9, 1997. 

“Quantifying Electric Utility Competition.” Prescnted to the Retail/Wholesale Wheeling 
Confcrcncc. Orlando, Florida. Dcccmbcr I ? ,  1994. 

“Nuclear Power Performancc Standards.” 
Orlando. Florida. November 16, 1992. 

“Thc Role of Least Cost Planning in Rate Cases.” 
Association Annual Conference. Chicago, Illinois. October 17, 1992. 

Procccdings of the 1992 PowerGen Conference. 

Presented to the Illinois Economics 

“Least Cost Planning and Rate Design.” Presented to the National Regulatory Research Institute’s 
Biannual Conference. Columbus, Ohio. September 10, 1992. 
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“Nuclear Performance Standards: Preliminary Results.” Proceedings ofthe 1992 InterRAMQ 
Conference. Philadelphia, Pennsylvania. August 27, 1992. 
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Schedule One 
DCF Results (Low Growth Estimates) 

Mkt. Cap. DCF (low Growth) 
ConEd 7,800 9.50 4.07 
Energy East 2,200 10.95 1.32 

KCPL 1,700 12.30 1.15 
Nstar 2,200 12.47 1.51 
PEPCo 2,500 9.38 1.29 

18,200 10.60 - 10.23 

ldawrp 1,800 8.97 0.89 
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Schedule Two 
DCF Results (High Growth Estimates) 

Mkt. Cam DCF (hiah Growth) a 
ConEd 7.800 13.87 5.94 
Energy East 2,200 14.33 1.73 
ldacorp 1,800 15.43 1.53 
KCPL 1,700 12.54 1.17 
Nstar 2,200 17.98 2.17 
PEPCo 2,500 9.95 1.37 

13.91 18,200 - 
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Scedule Three 
CAPM Analysis Results 

M k t . C a ~ .  CAPM w@ 
ConEd 7,800 12.10 5.19 
Energy East 2,200 11.48 1.39 
ldacorp 1,800 12.05 1.19 
KCPL 1,700 12.47 1.16 
Nstar 2,200 11.03 1.33 
PEPCo 2,500 10.20 1.40 

11.66 18,200 - 
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DCF (Low Growth) 

DCF (High Growth) 

CAPM 

Schedule Four 
Cost of Equity Summary 

10.23 

13.91 

11.66 

Average of Three 11.93 
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May 19. zoo0 

Ms. Donna M. cat00 
Chief Clerk 
Illinois Commerce Commission 
527 East Capitol Avenue 
Springfield, IL 627944280 

Re: Y 

Dear Ms. Caton: 

On behaif of Commonwealth Edison Company, glcloaed for filing please find ~e 
original and four copies each of the following marcrials: 

1. a verified "Notice of Transfa of Assets and Wholesale Marketing 
Business" ("Asset Transfer Notice"); 

confidrntial Appendix H to the Asset Transfa Notice; 

confidential Append~x K to the Asset Transfer Notice; 

mnfidenhal Appendix L to the Asset Transfer Notice; and 

a vcrificd "Rqucn for Confidential T~ament" of Appendices H and M. 

2. 

3 .  

4 .  

5 .  

As a councsy. copies of Items 1 and 5 are being sent to all individuals liacd on the 
attached Dlstribution List; Items 2 . 3  and L am being sent only to the listed Commission 
personnel 

Would you please rmun b e  nampbd cxtta copies of these mataids in the enclosed self- 
addressed srampd cnvdope. Thank you (or your ass~stance. 

Enclosures 
L 



STATE OF ILLINOIS 

ILLDVOIS COMMERCE COMMISSION 

Commonwealth Edison Company 1 
1 

Notice of transfer of garerating assets and ) 
wholesale marketing business and cnhy into ) 
related agreanents pursuant to 1 
Section 16-1 ll(g) of the Illiwis public ) 
Utilities Act 1 

NOTICE OF TRANSFER OF GENERATING ASSETS 

AND WHOLESALE -G BUSINESS 

Rebecca 1. Laum 
General Counsel 
Commonwealth a s o n  Company 
125 S. Cia& Smet 
Cbcago. Illmots 60603 
13 12) 394-5400 - voice 

rebecca.lauc@cm.com 
(312) 394-3950 - fax 

Paul T. Ruxin 
Christopher W. F l y  
Holly D. Gordon 
Jones, Day, Reavis & Pope 
77 w. wacka, Suite 3500 

(3 12) 782-3939 - voice 

ptruxin@Jonesday.com 
cnynn@jomsday.com 
hdgordon@onsday .corn 

chiago, nlinois 60601 

(312) 782-8585 - fax 

May 19,2000 



STATE OF ELINOIS 
ILLINOIS COMMERCE COMMISSION 

Commonweaith Edison Compauy 1 
1 

wholesale marketing business and entry 1 
into related agreements pumrant to 1 
Scction 16-11 I(g) ofthe Illinois public 1 
Utilities Act 1 

Notice of transfer of gcnuating asscls and ) 

NOTICE OF TRANSFER OF ASSETS 
AND FvHoLEsALE MARKBTINGBUSINESS 

To the Illinois Commerce Commission: 

Pursuant to Scction 16-1 1 I@) of the Illiwis Public Utilitia Act rAct"), 220 

ILCS 5/16-11 I(g), Commonwealth Edison Company ("CmnEd" or the "Company") hereby 

notifies the CommisSion of the Company's intent to engage in all of the transactions and 

activities set forth in the agreanents attached htnto as Appuuliccs A-D. In general, pursuant to 

those agreements CornEd intends to transfer to an affiliate ("Exelon Genco") all of its nuclear 

electric generating assets (Wuclear Stations"), togetha with catain related assets and 

obligations, and its wholesale marketing business, including any and all real and personal 

p r o m  used to conduct that busin- in exchange for GOmEd common st& Additionally, 

ComEd will assign to Exelon Genw its n@!s and obbgations under various power supply 

agreements (The various steps lnvolvd ID hc uansfer of assets, rights, obligations and the 

wholesale marketing business shall be referred to collectively as the Transfa.") 

L 

Previously, on March 16.2000. the Company filed a notice ("March 16 Notice") 

of its intent to transfer the nuclear me& and wholesale marketing business to Exelon Ceoco. 

The Comrmssion set Ibe March 16 Notlce for hearing in Docket 00-0244. During the cotme of 

that proceedmg, the Company determined that it would be appropriate to bausfer the Company's W 



investment in COnCOmba, Ltd. ~concomba”) to Exelon Ckco. C o n m b e r  is  a wholly- 

owned subsidiary of ComEd that writes h m a n c e  policies for certain wok performed by third- 

party vendors at the generating statio=. On May 18.2000, the &mpany volantarily moved to 

dismiss Docket 004244. 

b 

other than the transfer Ofthearmmon~ofConcomber, the eact of the 

Transfer demibed haem on CornEd will be ideatical to that of Ehc trmsfm under consideration 

in Docket 00-0244. From the date of the T~ausfcr through 2004, ComEd will obtain all of its 

power supply h Exelon Genco. In 2005 and 2006, CornEd wil l  obtain all  of its powex supply 

from Exelon Gcnco, up to the available Capocity of the Nuclear Stafions ComEd will obtain any 

additional supply rcquiraI from market sources m 2005 and 2006, and, subsequent to 2006. 

would obtain all of its supply h r n  market eources, which muld include Exelon Genco. 

In c o r n d o n  with the Transfu, the Company intends to enter into various 

agreements with Exelon Genco. including a contribution agreement (the “Contribution 

Agreement”) (generally in the form of Appendix A), an in~mcction agrement 

(“Interconnection Agreement”) (generally in the form of Appendix B) pertaining to each Nuclear 

Station. a facilities and edSemcnt agrcemenl at the Zion Station CFacilities Agnxment”) 

(generally in the form of Appendix C,l and a power purchase agrament (the “PPA”) (generally in 

the form of Appendix D). 

L 

Exelon Genco will be formed upon. and the Transfer will take place upon or 

shoflly d e r ,  the closing of the merger oiComEd’s p m t ,  Unicorn Corporation (“Unicorn”), 

With PECO Energy Company (“PECO”). As CornEd has previously notified the Commission 

under Section 16-1 Ilk) (the “Merger Nohce”), Umcom has agmd to mage with a new holding 

company affiliate of PECO to form Exelon, hc .  (“Exelon”). Prior to or at the time that ComEd 

transfers its assets, PECO also will hansfer its electric generating resources and wholesale 
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marketing operations to Exelon Genco. As a d t  of CamEd's and PECOs tmsfms, all of 

Exelon's generation and wholesale marketing  operation^ will be under central control. b 

Beyond the benefits associated with cmcralizing gcnaation and wholesale 

d & n g  optrations, the Transfer offers two significant ba~~fi ts  for CornEd and i& retail 

customers: (i) it will further separate ComEd's w k  (transmission and dishibution) function 

h m  the genemiion and wholesale marketing frmctions, and (in) it Will offa CornEd pruta3ion 

fmm certain operational and financial risks associated with its Nuclear Stations. By relocating 

the geneding and wholesak marketing business, and shiftmg associated risks. bo Exelon 

Genco, the Transfer is a huther significant step m the 

both faditate aud adapt to the development of wmpdtiverdail and wholesale markets. 

of CornEd's operaticmS to 

The Transfer will bring these M t s  to CornEd with w advase effect on systun 

reliabihty. The same management that recently has ITS- the nuclenr plants' opemting 

performance will continue to manage the piants. Exelon ~nux ,  will have access to the Same 

sources of supply as ComEd, and will bring to the table the expertise of PECO's highly rcspezted 

"PowerTeam" - an industq leading wholesale enagy group. 

Further, BS shown in Appendix L herelo. tbe Transfer will not negabvely af€& 

CornEd's m e  of return on common equity ("ROE"), and therefore will have no adverse effect on 

rctail rates. Moreover, the Transfcr protects the Company's ROE from many of the risks 

associared with nuclear plant opcratlon and UIC advent of retail competition 

In connection with the Transfc:. ComEd will kansfcr all assets in its qualif~ed 4 

non-qualified nuclear decommisioning busts to Exelon Genco, which will then be nsponsible 

for adrmnistering the decommissionmg trustr. Under the Contribution Agreement, C o d  will 

remain liable for the funding of the unfunded decommissioning Wility, and will continue to 

collect decommissioning charges h r n  customers. On May 17,2000, the Company filed a 
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petition to initiate a separate proceding to address issues relating to post-Transfa 

decommissioning charge recovery. 
b 

The Company anticipates that the Commission will set this Nonce for hearing. 

To allow the Commission to take full adwnhgcof the 90 day Hod Mder Saction 16-1 1 1 0 ,  

the Company includes with its Notice, as Appendices E snd F, reJpcctivtly, the direct testimony 

of two individuals: Mr. Robert McDonald, Unicorn's Vice Resideat Sbatcgc Planning and Mr. 

Robert Bcrdelle, Unicorn's Vice President and Complrollcr. 

L Description of the Transfer 

A. TheParties 

Theprmcipal parties to the transfa me CornEdand Exelon Genco. which will be 

affiliates under common ownership by Exelon' 

ComEd. ComEd is engaged in the production, t . ion,  distribution and sale 
I 
k of electricity to wholesale and retail cwtomm. ComEd provides service to more than 3.4 

million customers (nearly 300,000 sre commercial and industrial customas, and the rest 

residential) amss northem Illinois, or 70 percent of the state's population, covcring 

approximately onefifth of the state of Illinois (including the city of Chicago). 

ComEd's cumnt net gmaating capability is approxiwly 9,550 megawatts 

(MY. supplied by five Nuclear Suons .  (CornEd has a sixth Nuclear Station. Zion. which has 

been retired.) In December 1999. COraEd complc!ed the sale of 9,772 M W  of fossil plants to 

Edison Mission Energy ("EME'). The Commission previously approved that sale in Dockd No. 

99-0282. In connection with the EhE sale. ComEd entered into certain PPAs with M E .  The 

As wll be k u s s e d ,  the Transfer will be achieved through the use of a new ComEd 
subsidmy, which will be created for the sole purpose of cfFcctuating the T d e r .  

L I 
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EMEPPAs entitle ComEdtopurchase capacity and energy fmm EME on specified fams 

h u g h  December 3 1.2004. 
L 

Rior to the EME sale, C o d  had sold fossil phots to afiiliiats of Dominion 

Resources, hc. ( “ D o ~ o n ” )  and !hutban Company (“Sonth~”). CornEd bad also e n t a d  

into PPAs with Domrnion and Southmr Additionally, going hmd, CornEd has PPAs with 

several independent powa produceas (IPPs). (The PPAs with EhE, Dominion, Southan and the 

IPPs shall be referred to as the To& Agnxments”). 

Exelon , Exelon G a m  will be a w h o l l y - o d  subsidiary of Exdm that 

OWXIS and O p e r a t s t O t h C g C n a a t i o n  and business OfComEdPndPECO. AS C o d d  1 

i 
e x p h e d  in the Novmbcr 23 Notice, PECO har more than 100 ycars of generation plant 

management experience. PECO pdcipates  actively in the d u e g u b d  marketplace, trading 

wholesale power 24 how a day In 47 states and Canada. 

PECO is recogolzed as a leadlng nuclear opaator across the industry and has: L 

managed other plants under sewice contracts PECO’s Energy h m o n  division IS responsible 

for safe, reliable and efficient operaon of PECOs power generating facilities. which mcludes a 

divcrse fleet of nuclear, hydro, and fossil generang wts. PECOs substantial nuclear fleet bas 

set new nuclear p e r f o m c e  standards in safety, capacity fadon, refuelmg efficiency and low 

operating and tnammance costs. whle producmg more than 33 billion kilowatt-hours of nuclear 

electncitv LD 1996 PECO also has coal. oil. natural gas. landfill gas lid generators, NO ofthe 

river and pumped storage hydro facilities. 

At the h a  of P K O s  w h o l d c  pow- business is P o w d c a m  - a five-y& old 

unit that is a I d n g  supplier of reliable elccmcity to otherutilities, cooperatives and market+ 

all across the contlnental United States and Canada. PowaTeam‘s cncrgy sales have grown in 

each of the past five years, and for the h t  time, wholesale deliveries exceeded PECOs retail L 
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sales in 1998. PowerTeam also has agreements to market full output of plants under consauction 

or planned m Texas, Gaorgia and Oklahoma 
L 

PECO also has an intarst in AmpGes aparfncrsbip with British Energy. which 

was formed in 1997 to acqnire additional nuclear gen+rating asses. Both PECO and British 

Energy have strong Operating culhns for safety and reliabihty. k n d e n  has 8 c q U d  (with 

this Commission's approval) the Clinton Powa Station in southan Illinois. 

b e t s  and Obligations To Be Transferred 

The spccific assets ComEd intunis to transfer to Exclon Gmco arc identified and 

B. 

descriied in the Contribution Agreement (Appendix A). ComEd intends to transfa and/or 

assign to Exclon Gena, (as applicable): (i) all six of its Nllclear Stations, including the land on 

which they sif and the equipment used in their 0pcration; (ii the Company's rights under the 

Fossil Agreements; (iii) various fuel supply agranents  and other leases and mutracts related to 

the generation business; (iv) all p c m d  and real pmpcrty, assets and obligations related to and 

used in the conduct of ComEd's wholesale markehng business (e.g., cornputas, trading floor 

equipment, trading floor lease. etc.); and (v) the capital stock of Concomber held by CornEd. 

L 

CornEd will also transfa to Exelon Gena, all assets, including inv~rmentq held 

in CornEd's decommissioning trusts. CornEd will retam the obligation to collect unfunded 

decornmssioning cost charges from CUSOIIICTS. and to forward such funds to Exelon Genco. 

CornEd will nor transftr to Exclon Genm any transmission or distribution assets, 

except for the synchronous condensers at thc closed Zion facility, and the parcels of land on 

whch those condensen and certain other facilities sit ComEd will retain the right to opente and 

control the condensers? C o d  will conLtnuc 10 own and operate its wanmission and 

The Company notes that it is transferring certain step-up ttansformm. generator leads 
and related facilitiw. These assets, which are not reflected in hammission rats, and 

1 

L- 

( C O n t i n U d " )  
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distribution asse-ts subject to any current or fntme obligatious to thc Midwest Independent 

System oprmtor. 
I 
U 

C. ThePPA 

A ce-nttal featore of tbe Transfcx is the PPA (Appendix D), a powa supply 

agreement under which Exelon Genca will supply all ofCudid’s rsqUirrmmts hm thc date of 

the Transfer tfirougb Duxmber 3 1,2004 (the “Initinl TQm”), snd d l  supply of CornEd‘s 

requirements up to the available capacity of the Nuelear Stations m 2 W S  and 2006. The PPA 

will c~lsure C o d  a rciiable source of supply, while at the samc timc protecting CornEd lhm 

both the risk of suboptimal pafommce of the nuclear rmitr and many of the financial effects of 

load loss associated witb the musition to a cumpetitivc retail madra 

Under the PPA, Exelon Gcnco will be ComECfs sole artaoal source of supply 

during the Initial Term of the PPA’ Exelon Genco will supply all capacity and magy required 

by ComEd to serve its load, satisfy applicable reliability rcquirCments, provide ancillary sewices 

and satisfy any and all other obligahons that CornEd may have. To satis@ CornEd’s 

requirements, Exelon Genu, will rrly on the same sources of supply that would otherwise be 

available to CornEd: the nuclear units; the Fosil  Agreements; and other market sounxs. i n  this 

regard then, Exelon Genu, will rely on the same SOLUCCS of supply that &mEd would rely on 

were the Transfer never IO occur However. the prices will be fixed for the Initial Term IO protect 

(...continued) 
which am typically view03 as g e n c r a ~ g  assets, arc nonetheless considered lo be 
JU~S~ICUOMI (Le.. transmission) ~ C L S  by FERC for purposes of Section 203 of the 
Federal Power Act. A c c o h g l y .  as will be discussed, ComEd has obtained FFXC 
approval of the Transfer. 

ComEd may still, from time to time, employ small gmerators (known as “distributed 
generation”) throughout its system for reliability purposes. ComEd will also continue to 
make purchases Erom other entities to the extent required by law. such ps under the Public 
Utility Regulatory Policy Act of 1978. 

1 

3 
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CornEd from any inc-es m cosf wbether due to opeming costs, additional investment or 

marketprices 
L 

The PPA seB forth a schedule of cwgy pxiccs, on- and off-peak, by month for 

the fd term of the agramat. ( C o d  will not pay a sepafftt capacity char& The price of 

energy provided to CornEd under the PPA is intended to reflect &e cost to ComEd of the same 

supply mix were the Transfa never to ouw. 

The monthly prices wen developad on the basis of ComEd's cost of -ce 

associated with the Nuclear Stations, prices undcr the Fossil Agreeme ami pmjccticns of 

en= market prices. The Transfer is not intended to lock in comtid's power supply costs at an 

historical level that is higher than costs going forward Aced&&, the Nuclear Station costs 

reflect both a projected Writedown of mvcsbnent in the Nncicar stations at closing of the 

Unicorn-PECO merger and the benefit of the improvement of the Nuclear Stations' operating 

performance in recent puiods. In other words, the PPA pricing m g n k  a duct ion in plant 

investment and an increase in the units' operation at higher capacity factors thaa those at which 

they have historically operated 

L/ 

The pricing in the PPA protats ComEd h m  risk that nuclear plant performanct 

deteriorates during the term of the agreement Naturally, CornEd does not exps t  that the same 

team that has Kscucd the nuclear UNLS fmm the prior performance pancm~ and established an 

admirable operahng m o r d  would allow the uNts to rem to their prior performance patterns. 

Nonetheless, under the PPA, CornEd will DO longer bcar that ridr. it will bccome Exelon Gcnco's 

risk ComEd will pay prices based on hgh op~axmg pcrfomrance levels rtgardlss oractual 

performance. This not only protects CornEd from nuclear plsnt opaating risk, but also provides 

Exeloo Genco with a significant incentive IO keep the plants nmning well. Any operating 

performance slippage will accrue to the sole detriment of Exelon Genco. 
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The PPApricing also allows G~mEd's powcrsupply~osts to rise and fall w i h  its 

load ComEd will no longer have any fixed costs that it has to cover regardless of load levels. 

Rather, ComEd will only be rcquixcd to pay for that =erg)' which it needs. If CornEd's load 

fi&, its costs falz as well, mproportionb thercductimmload. Thisf-pmte& CornEd's 

ROE h m  a significant risk assocked with the level of load Switching to other suppliers. 

L 

D. Post-Transfer Managemat 

The Transfer reflects CornEd's effort to further nshwtme its operations to reflect 

the new environment. As ComEd cxplaincd in the Magrr Notice. genedon has b m c  a more 

complex +on than it was m the past, with a dif€mnt srt of risks, and danands b m a h g  

levels of managaid attention. At the w e  time, CornEd is Striving to improve its distriim 

and aansmission system performance, which also quires an inCreesing amount of 

management's time. Further, CornEd needs to assure that the company will continue to be 

healthy financially as it faces inmsing levels of competition. 

The Transfer will separate Exelon's generation M o n  from CornEd's 

hansmission and dismhtion operations. and will not interfere in any respect with the o p d o n  

of the bansmission and distniution systems. GnuEd will have a Dismiution President Mr. 

Carl Croskey. who will be responsible for delivery services. Because ComM will no longer be 

in the wholesale power markenng business. h e  position of Distribution Resident will be able to 

focus pnncipaliy on hsiribution operations 

Exelon Gcnco will continue the prcsen~ focus on maintaining accllcnt 

performance a! i t s  nuclear plants. Mr. Oliver D. bgs l ey ,  Jr. will be. the Chief Nuclear Officer 

of the cornbind ComEd-PECO syslem. 

E. Mechanics of tbe Trnnsfer 



The specific steps that will be followed t~ effect tht Transfer set forth on 

Appendix G. 

IL Satisfaction of Regalatoy Rsqairemats 

u 

A. Provision of Lnfomulion Required under Section l6-lll(g) 

Section 16-1 11 (g) provides that an elcchic utility t r aduhg  ownaship of 

L 

eiectric generating assets must comply with the provisions of section 16-128(c) ami (d) of -2 

Act, BS applicable, and give the C~mmission Catain informption and at least 30 days notice of 

the transfer. ComEd provides the following infwmaton aDd aimmitmmt required by Section 

1 6 1  1 I@) of the Act: 

(i) a wmpkte statement of the enbies that the d m  utility will make on iLc 
book and reoordp of account w implement thej~~posed reorganization 
or trruuauwn together wiih a OertjfiUItionfmm an independent cat i f id  
public accounranf thm m c h  entrier are in amrd wilh generally accpted 
prrncipler an4 ijlhe commrrsion hasprevwuly approved gutidelurer for 
cart allocatrons between the unllty and b q@azes. a certij7cntionfrom 
the chief arcounnng o f m r  of the ut&y that such enmer are in accord 
with t h e  cost allocatwn guidelvles 

The Statement of entries and required certifications are attached as Appendices H, 

I and J.' 

(ii) a dercrrption of how the elechic u i l q  will use proceeds of any d e .  
assignment. lease or tran+er to retire debr or otherwise reduce or 
recoyer the corn of services provided by such electric utility 

The Transfer will not product any proceeds for ComEd. The Transfer will be 

accomplished by malung a capital contribuuon of h e  u e t s  io Exelon Gmco. In retum, ComEd 

will receive ComEd common stock from Exclon. with no cash proc&ds to CornEd. This 

exchange will permit CornEd to mantain a masonable capital structure. The merger of Wwm 

and PECO Energy will result in significant goodwill being recorded on CamEd's books, thcreby 

Pomons of Appendix H are confidcnhal, and that Appendix is being subm~ttcd in both 
redacted and confidential form. 

L 4 
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significantly increasing the equity component of CornEd's capital stnrcture, absent other 

measures. The TnrnSfer will result in a Capital shuctUrt reasonaby comparable to that which 

CornEd will have prior to the merger wd Transfer. 

L 

(iu) a list of all fedcrnl appnnds or nppwrrLr requindfiom dqomnem and 
agencies of ihe State, other lihmr the Corrunusu, . . n,thntiheelec&icutil& 
has or will obtmn wore ' the rwqanimtion or tramaction 

The Transfer requires appval iimm the fillowing Meral ngulatory Sgcncies: a) 

the FERC, unda Section 203 of the Fedesal Power Act for the asset &a, end under Section 

205 of the FPA for the PPA, Facilities Agrammts, and Intnmnnection Agmemmh; C o d  

has received its Section 203 approval from the FERC, ComEd iateads to make the Section 205 

filing subsequent to the conclusion of my proccdag under Section 161 Ilk); b) the Nuclear 

Regulatory CommisSion, for a transfer of CornEd's nuclear operating licenses; c) the SEC, under 

the Public Utihty Holding Company Act of 1935; and d) the Fedaal Communications 

Commission, for a change in control of telecommunications licenses; e) the Illinois 

Environmental Protection Agency ("IEPA"). for a change in cantrol of various permits; and f )  the 

LUinois Department of Nuclear Safety with respect to radioactive material licensing. 

Additionally, the Company will sezk appropriate tax rulings from the Intanal Revenue Savice, 

and the form of the Transfer is subject to receipt of such rulmgs. 

L. 

frv) an irrewcahle cornmrrmem by the electric utility ihai it will not, as o 
rerulr offlie trmaaron. impose any stranded wst charger that it 
m i g h  othenvue be allowed IO charge rerail crustomem under federal 
law or mcrease the tramition charger that it fi otherwise entilled to 
wllec! under thu Anrcle xy7 

ComEd hereby imvocably cornmils that it will not, as a d t  of the Trrmsfa, 

either impose any saanded cost charges that i t  might ohenvise be allowed to charge retail 

customers under f c d d  law or inc- the transition charges that it is otherwise entitled to 

collect under Article XVI of the Act. 
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(n)(A) a descriwn ofhow CornEd will meet its service obligations MdeT the Act 
in a scrfe andreliabh mamra.. 

The Transfa does not pose any risk to tbe safety and reliability of service 

provided by CornEd As diswsed above, CornEd Win obtain its source of supply h n  Exdon 

Genco under the PPA Exelon Genco, which will combine the CornEd and Power Team 

wholesale marketing talent and opaations, will llave &mEd h m  the vmy same rrsou~ccs that 

ComEd has today: the ComEd nuclear units, the Various Fossil P h i  Agreements and market 

soumes. Accordingly, the Transfer will not limit OT rcducc thc resources available to scrvc 

CornEd. 

Moreover, in no respect will the managanent of CornEd's power supply be 

inferior to the management of ComEd's rsourcc portfolio today. To the contrary. the. addition of 

the Power Team ex@ b the management of ComEd's supply needs should enhance CornEd's 

reliability. As Mr. McDonald explains in hxs dmct testimony, Power Team brings to tbe table a 

highly successful wholesale marketing operatio& with a proven back record. 

L 

Fwher, the PPA provides for the same type of load and resource planning thal 

ComEd engages in today. Undn the PPA each year ComEd and Exelon Genu, will engage in a 

planning process for the following year. Ttus process will enable Exelon Genco to pmure 

whatever rcsourccs may be necessary to satisfy CornEd's needs the following year. A load and 

resource plan for the 2000-2004 p o d  is ana:hed as Appendix K? 

A h  the PPA apircs, CornEd will obtain its then-required supply h m  market 

sources, which could include Exelon Genco. CornEd expects that the power supply markct at 

L 
Appendu K contam confidcnrral mformahon and LS being submitted under seal. 5 
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that time will include many m a  supply options than it docs today. A s ~ t i a l  amount of new 

capacity has been proposed in Illinois alone. While not all of the pmposcd capacity may come to 

market, CornEd anticipates that a significant level will and that thaz will be no ditficulty 

b 

p&g WpPiy UPcJn -0IJ O f  tht WA. CamEd h M-thas With this 

Commission’s approval, two other Illinois electric hEtics, Illinois Power Company and Cmhal 

tlliiois Public Service Company, transferred their electric g e  assets to a m g  

company f i l i a te  and c n t d  into supply contracts with those &liatcs that expire on Decembtr 

31,2004. 

ComEd willcontinue to ownandopcrateitstrannntfu . ‘on and distribution 

systems. The Transfer Win not af€m in any rapec4 or to any degree, CornEd’s obligations to 

the Midwest Independent System Operator. 

The Transfer will not interfere wim or dmupt the. Company’s Continuing efforts to 

‘b improve the performance of its distribution system. To the contrary, the Transfer will separate 

the distribution and generation functions, and will facilitate singular mmagenmt focus on 

distribution system operations. As explained in the November23 Notice regankg the Unicorn- 

PECO merger, the distribution and gcncration functions will report to separate managers. 

The Transfer also will not advmely a f f ec t  the Companfs ability to invest in 

dstnbution system enhancements As the Company’s accompanying ROE analyses demonstme, 

the Transfer will have no adverse cffa1 on ROE Accord~ngly, the Compan~s plans to improve 

tts distribution system will be d a t e d  

Likewise, the Transfer wll not ncganvely & a t  the operating performance of the 

nuclcar uruts Indeed, the Transfer LS no1 intended to effect any change in the way those plants 

are run or managed The same team that has so drarnancally turned a r o u n d  the performance of 

those plants in a short penod of tune will conhnue to operate and manage those plants. 



MOWVR, PECO itself brings an sdmirabk Opaating record to the table. Between them, 

Unicorn and PECO intmd to establish in Exelon h c o  the singk best nuclear operating team in 

the business. 

L 

(vi)@) ComW'spmjected earnad m e  of- on common cpuity. d d a t e d  in 
ocwrdrmce with SEClion 16-111($) qfh &for the@ 2000 rhmtgh 
2004. both with rmd &l the T H k r -  

Section 16-1 1 I&) requires that tbe comppnYsubmttawlyses of its ROE, both 

with and without the Trmmsfer, for each year subsequent to the Traasfer through 2004. The 

purpose of this nquimnent is to allow the Commission to assesswhcthcrtheTrimsfcrwill mult  

in the Campmy's ROE being 90 low that there is a strung l i kebxd that the Company would 

qualify far an exception to the base ratc freeze. Section 16-111(6) authorizes electric utilities to 

request an mcrease in electric base rates where the W s  two year average ROE is less than the 

average return on 30-year tnasury bonds for the Same tw+year period, The projections of 

CornEd's annual returns on common equity ("ROE"), botb with snd without the Transfer, arc set 

forth in Appendx L,' and discussed in Mr. Bndelle's direct tesfimony. (App. F) 

L 

The ROE analyses provided by thc Company amply demonstrate that the Transfer 

will not produce a strong Wtelibood that tht Transfer will d t  in GmEd bcing entitled to 

request an incrcase in base mics during the m d a t o r y  haasinon period. To the contrary, the 

ROE analvses show that the 'iraxifcr will not decrease the Compaqfs renun on common equity 

d m g  any study year subsequent 10 the pansfe:. 

Moltover, the ROE analyses am cxtranely conservative. The Company tested 

thc effect of the Transfer under widely varylng load retention assumptions: i )  retention of all 

load; and ii) mention of no load. Ai neither e x m e  does the Transfer have any sigLuficant 

downward impact on the Company's pruje.ctcd ROE. ALSO, as notal above, the Transfer 

L' 

Appendix L contains confidential information and is beiig submitted under scal. 6 
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miuimiizes risks embedded in the 'ho T d e f  base cast -the riJr of a deterioration m nuclear 

operatingpnformanceandtheriskofaninrreasempower~lymsts. TheTranskrfixs 

CornEd's power supply costs for the four year study period. 

L 

B. Compliance with Section 16-l28(c) 

Section 16-128(c) of the Act imposes orstrdm obligatioas 0x1 the Company in 

connection with the T d a .  The obligations rrlate to the trims and coaditions of employment 

for those current employees who are ofkedpbs with Exelon Genco, and ~LI atrPasition plan for 

those employees who are not offered jobs 

Section 6.1@) of the Contribution Agnement (App. A) sets forth the wntract 

provisions necessary to comply with Section 16128(c). 

ComEd also commits to implement a tmsitim plan, as required by Section 16- 

128(c) to the extent that any non-supervisory personnel arc not o&rtd employment after the 

transfer. However, a transition plan for cmplovns who are represented by the Union will be the 

result of negotiations between ComEd and thc Union Accordingly, it would not be appropriate 

for CornEd to unilaterally put forth a detailed transition plan at this time. 

L 
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Rebecca J. h e r  
Gendcounstl 
Commonwealth Edison Company 
125 s. Clark St 
Chicago, Illinois 60603 
(312) 394-5400 - voicc 

rebeccalauc@uan-com 
(312) 394-3950 -fax 

BY: 
Onc of its attomcys 

Paul T. RuXin 
Christopher W. Flynn 
Holly D. Gordon 
Jones, Day, Reavis & Pogue 
77 W. Wacka 
suite3500 
Chicago, Illinois 60601 
(312) 782-3939 -voice 

ptnrxjn@Jonesday.com 
c flynn@ onesday.com 
hgordon@lonesday.com 

(312) 782-8585 -fax 
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midaxit 

Robert E. Berdelle, V i  President of Commomvdtb Edison Company, being first duly L 

sworn, states that he has read the foregoing Notice, that fie is M a r  with the facts stated thmin 

and that the facts statedthcrciu aw true snd Mmdto thebest of his knowledge. 

Subscribed to and sworn bcforc me 
this 18tb day of May, 2000. 

NotayPublic 
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1 

Notice of transfer of g e n e  wholesale ) 
marketing and associated assets and entry mto ) 
related slgreanents p m m t  to 1 
Section 16-1 1 l(g) of the Illinois public ) 
Utilities Act 

Q. 
A 

Q. 
A 

Q. 

A. 

Q-  

A 

DIRECT TESTIMONY OF ROBERT K. MCD0NAL.D 

Please state your m e  and business address 

Robert K McDonald, Unicorn COrpomtion ('"Unicorn''), 10 South Dcadmn, 37th Floor. 

Chicago, Illinois 60603. 

what is your position with Unicorn? 

Vice President 

What are your duties in Lhat position? 

My major duties are to hilitate and coo- the development of Unicorn's overall 

corporate strategy as well as to invatigatc growth opportunities for the corporation, 

includmg mergers. acquisitions and ohcr strategic combinations. I am also responsible 

for assisting in the development of new market institutions as needed. Finally. I am the 

Untcorn project manager for the intcpanon of PECO and Unicoa 

Please provide your cducat~onal and employment background, 

I hold a Eacbelor of Science and a Mastcn of Science Degree in Elech-ical Engjnecnng 

from the University of Illinois in Champaign and a Masters of Busiincss Art- tJon 

from the University of chrcago. I began work for Unicorn's electric utility subsidiary, 

. .  



24 

25 

26 

27 

28 

i29 Q. What is tbe purpose of you~ testimony? 

30 A. 

31 

32 

33 

34 

35 

b36 

37 

38 

39 

40 

41 

42 

43  Overview 

.L: Q. Plcasc describe Unicorn. 

45 A. 

46 

Commonwealth Edison Company (“CornEd”), in 1978. During my employment with 

ComEd, I held Various positions in System Phming, w o n  Pianning, Division 

Engineering, Strategic Analysis, T r ~ a ~ ~ r y ,  Transmkion Plaming, and fisally Strategic 

Planning. I became Shategic Plarming Vice Wdmt in May, 1998. I was elected as a 

4 I 

corporate officn in Ikcembcr, 1999. 

The purpose of my testimony is to discuss COmEcrs decision to transfa its nuclear 

generating assets to an affiliated generatiug company (“Exelon Gcnco”). I will introduce 

ComEd, g d y ,  as it cumntlyis structud, and Iwill discuss tbependmg merger 

involving Unicorn and PECO Enagy Company (”PECO”). I will explain why ComEd 

has decided to transfa its generating assets to Exelon Gmco (the ’Trmsfcf’), which 

specific assets are being transferred, and what the Transfa means for post-merga 

operations. In this regard, I will dismss Various related contracts and contractual 

provisions. 1 will also discuss w l ~ y  the Twsfer will not render CornEd unable to provide 

its tariffed services in a safe and reliable manner. I also will present CornEd’s p h  for 

complying with Stcnon 16-128 of the Illinois Public Utilities Act (“Act”) relaiing to 

employees at the affected plants. Lastly, 1 respond to two questions posed by tbc 

Commission in connewon with the Company’s ong~nal, March 16.2000 Notice 

r e g d n g  the -fer of thr plants 

Unicorn which is based in Chicago, llllnois and has been incorporated since 1994, is a 

public company dedicated to meeting the energy needs of residential, commercia 

w 



* 47 

48 
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49 

50 

51 

52 Q. 

53 A. 

54 

55 

56 

57 

58 

59 

60 

61 

6 2  

63 Q. 

64'4 

65 

M, 

67 

6F 

b' 

industrial and whole.de customers. Unicorn and its subsidiaris have approximately 

16,000 employees, $7 billion in anrmal revenues, and 182,OOO shareholders. Unicorn is 

the p m t  holding company to CornEd, its priucipal subsid~ary. Unicorn is also p m t  to 

a number of rmrcgulated subsidiaries which arc engagcd m a variety of energy services 

and activities. 

Please describe CornEd 

ComEd is engaged m the production, transmissiOn. distribution d sale of electricity to 

wholesale and retail customers. &mEd has bbco pdding elccixicity bo customar~ in 

Northern IUinois ginCe 1887. whm it was founded as Chicago Edison Company. ComEd 

provides service to more than 3.4 million customers (mariy 300,000 are commercial and 

industrial customers, and the rest residential)  cross northem nrinOis, or 70 percent of the 

state's population, covering approximately one-fifth of the state of Illinois (includmg the 

city of Chicago). ComEd owns and operates the nation's largest nuclear fleet, with over 

9,550 MW of generating capacity. In eddition to sellrng energy from these plants to 

CornEd's customers, ComEd actively panicipatcs in selling energy into the wholesale 

matket 

Please describe PECO. 

PECO is an electric and Eas utility m n g  1.5 million tltcmc customers and more than 

400.000 natural gas customers in Lhc Pfuladclphia arra PECO has a substand nuclear 

n e 4  and also owns and operara coal. ~ t u r a l  gas, oil. landfill gas and hydro generating 

plants. PEXO participates actively LC IJIC deregulated marketplace, t d h g  wholesale 

power 24 hours a day in 47 staks and Canada. pwhamg and operating nuclear 
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gencrationauciestablishingunregulaLdv~inretaileueqgsales, 

telecormnunica!ions and utility idtastm tmmanagement 

Please descnbe the pending Uniwm-PECO merger. 

Unicorn and PECO have entared into a defimitive agrccmmt providing for a merger of 

equals. Unicom will merge with a new holding compgny affiliatt of PECO to form 

Q. 

A 

"Exelon," a new holding company. Exelon wil l  be the parmt of. among othm, ComEd 

and PECO. On Novanba 22,1999, ComEd notilid the commiffion of the merger 

p"rsuant b section 16-11 I&) of the Act A p p f i ~  related to themageran patding 

before the Federal Energy Regulatory Couunissia the Nmlear Regulatory Commisdon 

and the PcnnsylvaniaPublic Savict Commkim Exekm will also register with the 

Securities and Exchange Commission as a holding compwy subject to nplation under 

the Public Utility Holding Company Act of 1935. 

How does the decision to merge rehe to the decision to separate the nuclear ass& and 

wholesale business fium ComEd? 

Fmm Unicorn's perspective, the merger is part of our continuing effort to restnrcture 

ComEd's operations and our unrcgdatcd ventures to adapt to a new mmpetitive 

environment We b e l ~ c v c  that inmnsidly different markets will develop for generation, 

energy services, and cammission and didbution. To succeed in these markets, Unicorn 

mug dweiop separate organuabons wilb dmmct focuses, assets and skills and find 

o p p o ~ t i e s  for growth. The Generation organization will focus on maximizing the 

generation and sales of iowcost  energy mto the wholesale market. The Transmission 

and Distribution organizabon Will focus on providing all required cnagy over a reliable 

Q. 

A. 
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delivery systran to its retail customas. The Unregulated Ventprs oganization will focus 

on providing a portfolio of utility-rdad produds and xavices. 

The combination with PECO allows UnicOm b addrtss all of these concerns. The 

merger will allow Unicorn to scplnate ComEd's gatuation function h m  thc 

fmnmjssjon and dis4ibuticm opcrafions and to hlate some of the risks inhcrit in the 

generation business. it will fcms greatex m a n a m  attuition on **the 

openuion of the transrms ' sim and diseiim systans Finally, themxganhfon will 

sbuc&re opedons to ensum the ~ ~ V i a b ~ o f C o m E d  Aswehavc 

previously explained to the Conrmission, CanEd will anergc tiom thereorganization 

strungcr, h m  both managaid and financial pnspectives. 

How will the generation and wholesale marketing functions be separated 6um the 

trammision and distribution operations? 

The separation of the generation and wholesale marketing functions from the 

transmission and distribution funcuons i s  a centml component of the overall 

rcstrucnning. All generating m u r c e s  will be conmollad, and all wholesale marketing 

will be conducted, by Exelon Genco. ComEd and PECO will operate their respective 

wires bus iness  and will not play a role in wholesale marketing. (Of course, ComEd 

will in the future access Lhe wholesale market as a purchaser.) ComEd will retain Catain 

existtng wholesale m n m r s  with rnunrcipal customers. 

Q. 

A. 

Q. Please descn'be Exelon Gtnco. 

A. Exelon Genco will be a w h o l l y - o ~ e d  subsidmy of Exelon that will c& the 

g e n e d o n  rsource9 and wholesale marketing businesses of CornEd and PECO. 
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Q. 

A. 

Please descr i i  the ComEd generation rs~urces  and wilokaie maketing businesses that 

Exelon Genco will assume. 

ComEd's current net generating capability is appmximahtly 9350 megawatts 0, 

supplied by five opaafing nuclear genedng Stations. (CornEd has a sixfi~ nuclear 

station, Zion, which has ban retired.) In D ~ ~ a n b e r  1999, ComEd c o m p l d  the sale of 

9,772 MW of fossil plants to Edim Mission hagy ("EME"). The Commission 

previously approved that sale m Docket No. 99-0282. lo d m  with the EhfE de, 

ComEd entered into certain PPAs with EME. Tk BME PPAS axtitie ComEd to purcbse 

capacity and cnergy from EME onspecified tcnns through December 31,2004. 

Prior to the EME sale, ComEd sold fossil pl- tu af6liats of Dominion Raoarcts, Inc. 

("Dominion") and Southern Company ("soutban"). ComEd had also entered into PPAs 

with Dominion and Southern. Additionally, going hmd, ComEd has PPAs with 

several independent power produccn ("IPPs") located in and around its service territory. 

I will refer to the PPAS with E m ,  Dominion, Southern and the IPPs, which are 

identified on Schedule 2.l(e) of the Conuibution Agrecmcnt, as tbe "Fossil Agrcemcn&." 

CornEd's wholesale marketing busmess was founded in 1994 to market ComEd's 

genedion capacity and acquire c n q y  when needed for retail opcrations. Since that 

m e .  wholcsale markenng has been ursrmmental in acquiring energy to meet 

successively higher record demands in CornEd's service territory. It has lowered 

CornEd's overall energy supply cos by optimizing the use of wholesale purchases 

rclativc to ComEd's generation capacity. It has also effectively markaed CornEd's 

generatroq selling over 17 million MWH last year. 
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L. 

Q. 

A. 

Please discuss PECO's gcneraGng resources and wblede marketing business. 

PECO has 9,561 MW of generating capability, which, as I mentioned, consists of nuclear, 

coal, naaual gas, oil, landfill gas and hydro generating plants. PECO also has an interest 

in Am- apartnership with BdkhEnergy, which was fomd m 1997 to acquire 

additional nuclear generating assets. Both PECO and British Energy have strong 

operating cultures for safety and reliability. AmuGcn has aquind (with this 

Commission's approval) the Clinton Power station in soutbem Illinois. 

At the hcart of PECOk w h o l d e  power busineps is Power T a m  - a five-y=ar 

old unit that is a leadin& reliable supplier of elez&icily to otbcr utilities, Cooperatins and 

marketers all m cross the Dontinental United Statca and Canada Power Team's cncrgy 

sales have grown m each of the past five years, and for the first time, wholesale delivcries 

exceeded PECOs retail sales in 1998. Power Team also has agreements to mark& full 

output of plants under ~)n.mnction or planned in Texas, Georgia and Oklahom 

what assets will CornEd transfer IO Exelon Genco? 

The specific assets C o d  intends to -fer to Exelon Genco arc identified and 

described in the Contribution Agreement which is attached to the Notice as Appendix A. 

In general CornEd intends to bansfcr and/or assign (as applicable) to Exelon Gmco: (i) 

all SIX of its nuclear plan&. includmp Ihc  land on whch they sit and the equipmat used 

in their o p d o n ;  (G) tbe Companvs nghls under the Fossil Agreements; (iii) various 

fuel supply agnemenk d other Iczcs and conpacts related to the gcneratioo business; 

(Iv) all r d  and personal property and assets relalad to and uscd in the conduct of 

CornEd's wholesale marketvlg busvlers (e.&, computers. hading floor equipment); and 

(v) the capital stock of Concomber. 

Q. 

A 
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ComEd will atso transfer to Exelon Gena, aIl including investments, held 

m CornEd's decommiSsiomng trusts. CornEd will retain the obligation to collect 

unfunded decommissioningust charges fiumtatcpyas, and to Knwiudsuch funds to 

Exelon Genw. 

Who will have the obligation to decommission thc plants? 

Exelon Gem0 will have the obligation to dbcommissian the p h *  

Q. 

A. 

Q. W~lcOmEdtraasfcranytransmisdono~~~~onsssdstoOExelonGmm? 

A. ComEd will not transfer to Exelon Gcnw any b 

exception of a synchronous condmscr at the Zion station and catain land on which 

various facilities sit CornEd wiU have the right to control and opcratc that synchronous 

condenser. ComEd wil l  continue to own and operate its other t m r m k i o n  and 

distribution assets subject to any cumnt or future obligations to any independent system 

operator or rcgional f m n s m ~ ~  ' sion oqanization. 

Will the Transfer adversely affm the nshability of the c0mE.d nuclear plane;? 

No. The Transfer will not negatively affect the opemting performance of the nuclear 

units. The nuclear units will be under the same dmct management after the Transfer as 

they were immediately before the Transfer Momver, PECO itself brings an adrmrable 

operating record to the tabie. PECO is r&ogrmd as a leadmg nuclear opmlor across 

the mdustry and has manaped two other plants under service umtracls. PECOs 

substantial nuclear fleet has sd new nuclear p e r f o m c e  standards in safety, capacity 

faaors, refueling efficiency and low operanng and maintenance cos& while producing 

more than 33 billion kilowatt-hours of nuclear electricity in 1998. Between them, 

' 'on ordishibution assets, with the 

Q. 

A 
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Unicorn and PECO intend to establish in Exelon G a m  the @e best nuclear operaung 

team in the generation business. 

How will CornEd obtain its power supply after the Transfer? 

A central featlln of the Transfer is the PPA, apowersupply sgreemcut under which 

Exelon Gcnco will supply all of ComEd's requirements from the datc of the Traosfcr 

though Dccsmber 31,2004 (the "Initial Tam"), ad, m 2005 and 2006, dl of ComEd's 

rcquircmmts up to the available c z p i t y  of hhe nuclear mi&. The PPA Win 

emure ComEd areliable source of supply, while at thesame time, as I will explain, 

protecting CornEd h m  the risk of suboptimat paformancc of thc nuclear uaio;, energy 

price volatility and many of the financial effects of load loss associated with the tramition 

to a competitive retail market 

Q. 

A 

Under the PPA, Exelon Genco will be CornEd's sole ananal source of supply 

during the Initial Term of the PPA (Le.. through 2004). (ComEd may Still, h m  time to 

time, employ small gcnaors (known BS "&.mibut& generation") throughout its system 

for reliability purposes and will still make purchases required under PLJRF'A.) Dunng 

the Initial Term, Exelon Genco will supply all capacity and energy q u i d  by CornEd to 

serve i t s  load, satisfy applicable reliability rcquircments, provide ancillary senices and 

satisfy any and all other obligatjons that CornEd may have. To satisfy CornEd's 

requirements. Exelon Gcnm will rely on Ihc same sourccs of supply that would otherwise 

be available to GxnEd absent the Tnnsfa: the nuclear units, the Fosril Agreements and 

other markc! sou~ces. 

Subscqumt to the Initial T m ,  in 2005 and 2006, Exelon Genco will serve CornEd's 

requirements up to the available capactty of the transfemd nuclear units. 
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Q. 

A. 

How will capacity and energy be priced? 

ComEd will not pay a sqarate capacity ckirge; ComEd will pay d y  an energy charge. 

The PPA sets forth a schedule o f  mcrgy prices, on- and off-peak, by month for the Initial 

Term. Prices fortheyears 2005 and2006 willbe set atthenprcvdingmarktt ms, and 

will be filed with the FERC for the FERC's appFwal 

How were the monthly priccs developad? 

The monthly prices were developed using data that rdlact ComEds cost of service 

associated with the nuclera units, prim -the Fossil A~IUQQUS, a d  p j d o n s  of 

market prices. The nuclear plant M B ~  deet botb a projected, substautid wllite-down of 

Q. 

k 

investment in the nuclear plants at clwing of the UniCom-PECO merga and the benefit 

of the improvement of the nuclear units' operating pcrformancc in recent periods. 

Specifically, the prices assume that the the nuclear plants will operate at an aggregate 

capacity factor of 85%, which compares with the historid capacity factor of 69% for the 

period 1989 through 1999. In other words. Exelon h c o  is g~ving ComEd the beaefit of 

an increase in the units' overall capacity factor to a level much higher than that at which 

they have historically o p e d  as well as reflecting the benefit of the reduction in book 

investment 

Whv were prices developcd in this manner? 

There are t h r a  principal w n s .  Fim thc price of energy provided to ComEd dunng 

the h t i a l  Tcrm is intended to approxunu~ the cost to ComEd of thse same sources wen 

the Transfer never to occur We arc nor ananpting to effect any h a s e  in cost to 

CornEd by moving the nucltar asscts and other resources to Exelon Gcnco. Moreover, 

Q. 

A .  
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the prices will be &xed for the term of the agrrement to protect ComEd fium any 

mcreass in cost, whether due to Opaating costs, additional investment or market prices. 

S~~theInitialTampricingPfsoanowsComGd'spower~~cosrstorise 

and fan with its load. ComEd will no rOngahavt rmy fixedpower supply costs that it 

has to cover regardless of load Icvels. Rather, ComEd will only be q u k d  to pay for 

that energy which it needs ff ComEd's bad Nk, itscstsalso fall, in proption totbe 

reduction in load. This featmc affords ComEd'sROE significaut protection h n  risks 

associated with the level of switchirrg to otba supplias. 

Finally, the Initial Tam pricmg pmtds ComEd from any ridr that nuclear plaut 

performance dborates  dunng the tam of thc agrcaneat Natunlly, CornEd docs not 

expect that the sameteam that has rcscncdthenoclcaranits irom the priorperformance 

panems and established an admirable operating mrd would allow the uniis to return to 

their prior perfomce patterns. Nonetheless, under the PPA, CornEd will no longer 

bear that risk; it will bccome Exelon Genco's risk CornEd will pay prics based on high 

operating performance levels regardless of actual performance. This not only protects 

&mEd from the risk, but also provldes Exelon ~ C J J  with a significant h a n b v e  to 

keep the plants running well. Any o m g  perfomance slippage will accrue to tbe sole 

dcmrnent of Exelon Genu, 

Docs the Transfer alter or change anv nsk relating to availability of supply during tbe 

2001 -2004 period? 

No. the Transfer does not alter any nsk relating to the safety and reliability of savicc 

providd by ComEd dunng that pmod. As I have discussed previously, CornEd will 

obtain its s o m e  of supply from Exelon Gena, under the PPA. Exelon Gmm, which will 
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combine the ComEd and Powa Team wholesale mnrkcfing talent and opdons ,  will 

serve ComEd h m  the same resoms that ComEd b today the ComM nuclesr mitt, 

the various Fossil Plant -cats and m d e t  suurcts Accordingty, the Transfer will 

not limit or rcducc the resours avgfiable to serve ComEd. 

Moreover, in no rspect will the manegcmmt of CamEds power supply be 

inferior to the management of Co&s reso= Portfoiio today. The addition of the 

Power Team exptmsC to the management of CornEd's supply meds ShOuM mhana 

ComEd's reliability. Powa Tcam br&i to tbc table a highly successfid wholesale 

marketing opedon,  with a proven track r a d .  

Fuzther, the PPA provides h r  tbe saax type of load a d  nsource planning that 

ComEd engages in d a y .  Under the PPA, cach year ComEd and Exelon Genu, will 

engage in a planning process for the following ywr, which wi l l  result in an annual load 

plan. This process will enable Exelon Gam to proune whatever additional remums 

that may be necssary to sans@ CornEd's needs the following year. I wish to emphasize 

that the PPA expressly provides that tbe mual load plan is designed to provide a 

reasonable basis on which to estimate ComEd's Service requirements, and will not relieve 

Exelon Genu, fmm its obligations to provide ComEd the actual full r a q h c o t s  needed 

10 meet ComEd's service obligahons to mail and retained load. 

Mer the PPA cxpira, ComEd would obtain its thcn-requircd supply from market 

sourccs, which could include Exelon Genco. 

Do you expect that market souncs will be adequate at that time? 

Ycs. In fact, we expect that the p o w a  supply market at tbat time will include many moIc 

supply options than it does today. A substantial amount of new cap- bas been 

Q. 

A. 
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proposed in Luik alone. While not all of the proposed fk%ties may be built, ComFd 

anticipates that a significant number will and that thge will be no H c u l t y  procuing 

rcpiaccment supply upon arplration of the PPA 1 also notc that two ottLg llhois electric 

utilities, N I i i s  Pow= Company and central IlIinois Public Mce Campany, 

t r a n s f d  their eicctric generating assets to a gencrafing company affiliate and mted 

into supply contracts with thw amlililx that npirt 011 December 31,2004. 

Has ComEd prepad a load and resource plan? 

Yes. The Company haspnpd a load a n d ~ p l a n f o r t h c 2 ~  study p a i d  

that assumes loo./. loadrttcntion The plan acwmpniesthe Notice as Appendix K 

Q. 

A. 

(-rial). Thcplanshowsthatinsomeycars,at1o(r/bloadrclcntion,~ 

wntmcted Genw resou~ccs would produce a reserve margin below a 15% reserve 

margin, computed in accordance with the MAIN methodology. To thc extent that Gmco 

requires additional resources to m e  the ComEd load, Gam would arrange to pmcbase 

a d d ~ t i o ~ l  reso~vces to ensure reliable service. The attached plan also indicates the level 

of planned resources that other entities plan to install in the. ComEd wnml arc& which, 

in the aggregate, greatly exceeds the amount by which currently contracted Genco 

m o u r u s  would fall below a 15% ~CSCTVC margin at 1Wh load rrtcntion. In addition to 

the new control arca resources referenced m the plan, there will be other tsources 

outside of the ComEd conmi m a  thar could be imponed in the evmf and to the atmt, 

nacssary. CornEd also has the a b i k y  IO utilize additional load managem~lt measures. 

I note also that the m f c r  of CornEd’s physical gmerating assets and contractual 

generation rsources to Genco docs not change the plan in any respect h t n  what would 

be the casc were the transfer not to otcur. The plan would be exactly the same ifcornEd 
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wen to maintain ~WncIFhip of the nuclear plants and other capacity rights. Accordingly, 

the transfer does not advemly af€ect CornEd's abiiity to pede reliable service in any 

respmt 

Q. Will this reorgdzaiion have an impact on the & c i a q  of Northcm Illinois' wholesale 

market? 

By dividing CornEd into a Genedon and Distribution e o n ,  WE hape to 

stimulate the development of a more e&ient energy market m Northern lllinois As the 

Exelon Genco and COmEa grow as two sepwtte orgnhtions, thcy may bdcpaulcntly 

transact in an open wholesale market and help to %st= S l u t i o n s  tha! i n m e  market 

liquidity and efficiency. 

Will the Transfer interfere with transmission or dismiution operations? 

No. CornEd will continue to own and operate its hammission and distnbuiion systems. 

The Transfer will not affec< in any respect or to any degra, ComEd's participation in the 

Midwest Independent System Opemor. 

A. 

Q. 

k 

The Transfer will not intafcre with or d!snrpt the company% continuing efforts to 

improve the performance of its distribution system. To the contrary, the Transfer will 

separate the distribution and generahon functions, and wiif facilitate heightened 

managcment focus on dtsmbuuon system operahorn. 

The Transferalso will not edvcnely d m  the GIMP~UI~S ability to invest in 

distribution system enhancements. As  he Company's accompanying ROE analyses 

d e m o m e ,  the Transfer will havc nc adverse cffEt on ROE. Accordingly, the 

Company's plans to improve its drsmbunon system will be unafFe.cted by the Transfer. 
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Q. What two sets of questions did the COmmiSaion pose to the parties m Docket No. 00- 

O W ?  

The two sets of questions m: A. 

Wfi Commonwealth Edison have the abiity to provide a reliable source of 

electricity to its retail customas who opt to take service under the power purchase 

option ("PPO") required by Section 16-11O(b) ifthe transach 'om described in the 

Scctim ltLlll(gXvi)noticearecompleted? Wfflthaebeareliabiesourceof 

efcctricity ifthere is M) materid change m &e Neutral Fact Findcr (""y 

detRmjned market value for customers who shift to the PPO between now and 

Summer2000, as well as for customas who shift to the PPO in a summers 

(again, assuming no material change in the NFFdetermined market value of 

power and energy)? 

The Notice contemplatts the m f e r  by &mmonwealth Edison of a number of 

nuclear power plants ("hard s e t s " )  that it umentiy owns. These assets 

constitute a significant component of ComEd's balance sheet in terms of 

creditworthiness and as perceived by the Iinancial industry. What will be the 

~ r ~ r e  of the asse~s that CornEd reccivcs in return for the -fer of Lhse hard 

assets? Will any pmnved difference m the cred~tworthiness of CornEd before 

and afkr the conrcmplated w f c r  p v c  rise to increased costs of debt, or any 

other unpact on the financial perccpnon of ComEd that could give rise to a 

claimed need for higher rata for electricity or delivery services? What fioancid 

gunantees will be given by third parues as further security for the assets received 

by CornEd in return for the nuclcar power plants? 
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Q. 

A. 

Q- 

A. 

Will the Transfer impair ComEd‘s ability to pmvide reliable electric service to customers 

exercising their PPO option this summer and in s u b s w t  yeam? 

No, it will not. Tbe question raised by the comrmssl ’ ’on refas to the possibility of 

customers switching to the PPO shortly bebm or during summer months. To the cxmt 

that such Switching may occur, CornEd’s &fit)’ to m e  the Switching load will not be 

lessened to any d e p  by the transfer of ComEd’s ~UU&@ g m d g  assets and 

resources to Exelon Gam. The ability to SQve PPO load is a plenning and supply issue. 

The planning process ~LUI ComEd‘s ability to m PPO load - cithm this year or in 

subsequent -will be W l y  d & d  by the traasfa of gcneSating wets to 

Exelon Gcnco. currently, CornEd plans for its load 011 an annual bask. This ycar, prior 

to the Transfer, ComEd plans to serve that load using a mix of resouces, which include 

its nuclear generating plank, capacity under contract and other market SOUTCCS. Mer the 

Transfer, CornEd will sti l l  plan for its load on an annual basis CornEd will plan to serve 

this load through the mandatory transillon p o d  through Exelon h c o .  which will use 

the same mix of resources (the nuclear plants, contract capacity and other market sourcs) 

to serve CornEd that ComEd itselfwould have used. 

Will Exelon Gcnm be rquired to supply CornEd with h e  capacity needed to serve PPO 

load dunng the mandatory tmnsioon pcnod? 

Yes. undcr h e  PPA, Exelon Gencn will bc required to supply ComEd’s N1 load 

raqluremcnts d u n g  the mandatory vansition period. While Exelon Genu, and ComEd 

will cooperate to plan for CornEd’s nads. Exelon Genco’s obligation will not be h t c d  

lo CornEd’s planned or anhcipated load Exelon Genco must provide capacity and 

energy adequak to cover ComEd’s auual load requircmmts. 
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Q. 
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Q. 
A 

Q. 
A. 

Q. 
A 

WiIi the use of the NFF to detamine the price under the PPO affect CornEd’s abifity to 

serve PPO load? 

No, the ability to serve PPO load is not dependent on the p?aiicular mechanism used to 

set thc PPO price. &ah, this is aplaaning a d  snpply issue. It is not apricing issue. 

What cost of service issues have becn posed by the Commission? 

The &mmissioa has asked, essentially, whetba the Tmnsfer will sdvasely affect the 

Company’s cost of capital to an exteat that imRases the comppnY’s cost of service. 

Will the tm&r of nuclear assets negatively affect the Company’s cost of capital? 

No, the Transfa will not adversely affect either the cast of debt or the cost of equity. 

While, as the Commission notes, the TrahPfn will reduce the lml of “hard assets” on the 

Company’s boo4 it is far more significant h m  a lada’s credit-assessncni perqxztive 

that the Tmnsfer will greatly reduce ComEd‘s genaation-relaed default risk. Frrrth~, 

the Transfer is not expected to significantly a&Ct CornEd’s required nRrm on equity. 

Please discuss the effect of the Transfer on the Company’s debt ratings. 

Debt ratings are issued by independent raring agencies. The primary risk that debt rating 

agencies addrcss is the risk of dcEtulL In the past, the &g agencies used a single set of 

criteria for all invstor-owned,eleanc utilitia (“electric IOUs”), because Virtually all 

elecrnc IOUs were vemcally mtegraated. and thcre was no agnificant difference in the 

default risk profils of ihc p c r a h o n  banmussion and distribution hmctions. All tlaee 

were subject to rate of renm regulanon. and electric IOUs were guaantd an 

opponunity to earn a m n a b l e  raw of return. Today, however, competition has been 

iatroduced in the peration business h e ,  a! both the wholesale wd, in states sucb as 

nlinois, the d l  icveis. The risks associated with competition arc likely to make the 
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default risk of a debt mvestmcnt in a gm&m busmess greats than the default risk 

associated with a debt investment m a wires business (transrmsslo . . aanddhibution). 

Accordingly, as electric utilities are s c p d g  their gemahon and wires businesses into 

differentmmpaniytheratingagPlciesusc~tniaspaci6ctothetyptofb~~es)in 

which the company engages 

Have the ratings agmcies thcmseives iodided that taey consider the default risk of a 

debt investment in a Wires busiaess to be 1- than the d e h i t  risk of a debt imreStmart 

in a generating business? 

Yes, they have. The rating agencies have indicated that the financial parwctm 

considcred appr0priatt for measming the debt &I%& risk of a vdcally integrated 

electric utility company am not n d y  suitable for assessing thedebt default risk of a 

wires company. In e c u l a r ,  the agencies’ gamal assessment is that companis electing 

to focus on gendion  will need higher cash flow wvaags and stronger capitaliion 

ratios (Le., more equity) to maintain the same debt rating as the generation market 

becomes more competitive. As a result, the general view is that transmission and 

hsmbution companies are likely to e w e n c e  relatively hi* credit minp for similar 

levek of debt-pmtectlon 

What IS the significance or the ratmg agencies’ view for CornEd’s post-Transfer c d t  

raungs? 

Q. 

A 

Q 

A.  Of course, we cannot prcd~d exactly what action each of the raring agencies will take 

with respect to ComEd after tbe Transfer. However. the most significant factor in 

assessing CornEd’s debt creditworthiness will be the degrce to which it has protected 

itself fium the debt default risk associated witb the mrulceting of generation. As 1 
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Q. 

A. 

Q. 

A. 

Q. 

explained above, and as the Compauy explained in the Notice, a principal purpose of the 

Transfer is do just that - isolate CornEd to the greatest extent possible h m  hancial 

risks associated with the ownaship, opgation snd marketing of generafian. 

Do yon a g e  that the nuclear assets constitute ”a significant component of CornEd’s 

balance sheet in terms of its aedihwrthiness and as pcrceid by the fioancial m d w ’ ?  

I agree that historically an electric IOU’s bahpx sheet has played a significant role in 

credit risk assessment, The rating agemcies have movcd away fmm reliance on b c e  

she& rnasueq however, for a variety of reasons. The prbipai reason involves lack of 

uniformity in asset valuafion practices and depreciation policig, paaicularly as cnagy 

companies become global in scope. The agencies focus inskai on lcvels of debt, cash 

and cash flow. 

Will the Transfer adversely affect the Company’s cost of equity for either bundled 

electric service or delivery scrvice? 

No, there is no reason IO believe that thc Company’s required return on equity will be 

any higher after the Transfer than before. Moreover, i would note that, during the 

mandatory tmnsition period, the Company’s ability to seek an increasC in rats for 

bundled electric service (peration and delivery service)  is govaned by Section 16- 

I 1 I(d) of the Illinois Public Utilitla Act. Mr. Bcrdelle has submitted d y s e s  

dernonsuahng that CnrnFA would flo\ qualify for an increase m bundlcd elcchic rates 

under that t e a  

Thc Commission exprcsscd an interest m what assets CornEd is m i r i n g  in exchange for 

the nuclear assas. What considmuon IS CornEd receiving in rcturn for the asscts being 

transferred? 
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L, 
A. The principal consideration ComEd meivcs is CornEd stock that 

at the time of the Transfer. As described in the. Notice, the Transfer will occur by ComEd 

firsttransfaringtheassetstoasubsidiaryofComEd ComEdwillthm~changeirs 

stock in the subsidiary with Exelon for ComEd common stoclrhcld by Exdon ComEd 

be held by Exelon 

thQ I E h  that stock. 

Q. Does the nature ofthe assets being received by ComEd as considaationrsquire that any 

a d d i t i O n a l ~ ~ t e e s b c ~ V a l a s ~ t y ?  

A. No,itdoesnot. 

Q. Does this conclude your tstimony? 

440 A Yes. 



v'o*c 
r Attachment w o  City Ex. 1 .O 

Class of CaDital 
Long Term Debt 
(reported by Edison) 

Plus IFC ~ 2002 

Adjusted Long Term Debt 

Preferred Stock 

Common Equity 

Total 

End of 
Amount 1OOO'sl Percent Year Weiqhted 
$ 6,963,798 

$ 340,000 

$ 7,303,798 55.18% 6.80% 3.75% 

$ 
11.43 5.3c 

$ 5,933,786 44.82% m% d.&m 

$ 13,237,564 100.00% q.lo*e 


